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significant Events of 1978 


$ 


Simpsons acquisition 347 million 
Zellers acquisition 76 million 
\arkborough acauisition 40 million 
siebens disposition 123 million 
Bay stores expansion | 47 million 


Subsequent to the year end, on March 15, 1979, the Thomson family interests 


/ made a cash offer of $31.00 per share for 51% of the outstanding ordinary shares 


of Hudson’s Bay Company. By the time shareholders receive this annual report, 
the offer will have expired, unless extended, and directors will have communicated — 
with shareholders about the offer by means other than this report. 


“he 310th Annual Meeting of Share- Expansion 

holders will be held at the Winnipeg Inn, The photographs in this report depict the 

Winnipeg, Manitoba, on May 18, 1979, growth of the Company, externally by the 

at 12.00 noon. acquisition of Simpsons and Zellers, and 
internally by opening and modernizing 


Shareholders wishing to receive annual 
reports of Hudson's Bay Oil and Gas 
Company Limited, Simpsons, Limited 
and/or Zeller’s Limited are invited to 
write to The Secretary, Hudson's Bay 
Company, 2 Bloor Street East, Toronto, 
Ontario M4W 3H7. 


On peut obtenir ce rapport annuel en 
francais sur demande. 


Bay stores. 
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Financial Highlights 


1978 ae Increase 
$ S % 

Sales and revenue 1,896,302,000 1 427,390,000 32.9 
Earnings before 

extraordinary items 44,645,000 29,881,000 49.4 
Extraordinary items 98,367,000 - 
Net earnings 143,012,000 29;681/,000 
Cash flow 75,312,000 48,209,000 56.2 
Capital expenditures 58,915,000 ANS) OS) 36.8 
Shareholders’ equity 732,124,000 275,964,000 
Per share: 
Earnings before extraordinary items 2.74 PLZ 29.2 
Net earnings 8.79 Ze 
Dividends 91 (65 40.0 
Equity 25.80 | SO) 32.3 
Earnings — Earnings per Share > 
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Directors’ Report to 
Shareholders 


During 1978 your Company achieved 
one of its major long-term objectives in 
becoming atruly national retailer, 
enlarged its investment in real estate, sold 
4 major natural resource investment, and 
ncreased its earnings per share by 29%. 
These accomplishments will exert a 

yrofound influence on the future develop- 
nent of your Company. 


in the retail area, through the acquisi- 
of 57% of Zeller’s Limited and 88% 
simpsons, Limited, Hudson’s Bay 
npany now owns a balanced national 
artment store network. Your Company 
rdingly has become as important a 
>r in the major markets of eastern 
ada as it has been for many decades 
western Canada, and now leads all 
adian department stores in total 
;. The implications of your Company’s 
Vv position present both significant 
/ Opportunities and important added 
onsibilities. 


porate Developments 


Jlearly, the year under review was 
> of the most important in the 
mpany’s history, and one in which 
ng-term corporate developments over- 
nadowed current operations. Chronolo- 
jically, these developments were: 


!. Glenlivet Sale—$6 million 


In February 1978 your Company sold 
its investment in Glenlivet Distillers 
Limited. This had originally been a 
minority investment in Hill, Thomson & 
Co. Ltd., the supplier of branded 
Hudson's Bay Company Scotch whisky. 
Hill, Thomson was acquired by Glenlivet 
in 1970 and Glenlivet was, in turn, the 
object of a takeover bid by Seagram 
Investments Inc. in early 1978. This sale 
generated an extraordinary gain of 
approximately $4.4 million.after tax. 


2. Markborough Minority Acquisition — 
$40 million 


In June the Company offered to 
acquire the 36% minority share interest in 
Markborough Properties Limited which it 
did not then own. The offer, of one Bay 
share for each Markborough share, 
resulted in the issuance of 1,854,000 
Bay shares. The transaction benefited 
both parties: the Markborough minority 
shareholders received a more marketable, 
better-quality security, and your 
Company obtained assets which we 
believe have considerable long-term 
potential. 


3. Siebens Disposition —$123 million 


In August the Company announced 
an agreement with Dome Petroleum 
Limited under which The Bay sold, in 
January 1979, its 35% interest in Siebens 
Oil & Gas Ltd. for $38.50 per Siebens 
share. The consideration was preferred 
shares of aDome subsidiary, valued at 
$123 million. This transaction generated 
an extraordinary gain of $94 million after 
tax. In a full year dividends on the 
preferred shares will add approximately 
$8.8 million to the Company’s cash flow. 


4. Zellers Acquisition—$76 million 


Also in August, the Company 
announced that it would offer to purchase 
all the shares of Zeller’s Limited, for a 
consideration comprising cash and Bay 
shares. Zellers operates promotional 
department stores under its own name 
across Canada, and Fields family clothing 
stores in the western provinces. Its 
merchandising thrust is towards the 
middle and lower income customer. We 
regard Zellers as an extension of The 
Bay’s merchandising activities into 
geographic areas and consumer market 
segments where the Company has not 
previously been strongly represented. 
When the offer closed in October, your 
Company had acquired a 57% interest in 
Zellers at a cost of $76 million, $31 million 
of which was paid in cash. 


5. Simpsons Acquisition—$347 million 


In November your Company 
announced an offer for all the shares of 
Toronto-based Simpsons, Limited, one of 
Canada’s leading traditional department 
store companies. In addition to its own 
retail activities, Simpsons owned a 41% 
interest in Simpsons-Sears Limited, 
whose department store and mail order 
catalogue activities made it Canada’s 
largest retailer. (Sears, Roebuck of 
Chicago also owns a 41% share in 
Simpsons-Sears.) At the time of The 
Bay's announcement, Simpsons and 
Simpsons-Sears were concluding amal- 
gamation proceedings which would have 
made the resulting company almost twice 
as large as any competitor. 


Our interest in Simpsons has been 
long-standing because Simpsons’ 
department stores operation, primarily in 
eastern Canada, complements the 
western-based strength of The Bay’s 
department stores. 


We decided to make the offer for 
Simpsons for three principal reasons: 


a) to create a strong, nationwide depart- 
ment store organization, widely owned by 
Canadians; 


b) to improve the long-term average 
productivity of the Company’s retail 
operations through acquisition of 
Simpsons’ excellent retail locations; and 


c) to enable your Company to compete 
more effectively in the Canadian market. 


The struggle for control of Simpsons 
was vigorous but, eventually, The Bay 
emerged with 88% of Simpsons’ shares 
and a 36% minority interest in Simpsons- 
Sears. In return, Simpsons’ shareholders 
received the equivalent of $343 million, 
comprising Bay ordinary and preferred 
shares and $97 million in cash. 


We will treat the Simpsons-Sears 
investment passively and will take no part 
in the operation or management of that 
company. 


George Richardson, Don McGiverin and 
Alex Macintosh 


Current Position 


The effect of the events of last year 
on the future of your Company will be 
enormous. Your Company is now one of 
Canada’s largest, with assets of $2.4 
billion, sales which in 1979 will probably 
exceed $3 billion, 42,000 employees, and 
30,000 shareholders. On a combined 
basis, it now holds the number one retail 
position in Canada’s two largest markets, 
Toronto and Montreal. For the first time, 
Hudson's Bay Company possesses 
significant retail representation in the 
Maritime provinces, and a strong thrust in 
the medium to lower priced markets. 


The Company's acquisitions have 
rationalized the Canadian department 
store industry into five strong, nationwide 
groups: Simpsons-Sears, Eaton's, 
Woolco, K-Mart, and ourselves, together 
with a powerful regional department 
store, Woodward's. Although your 
Company is the largest in terms of total 
sales, its share of the overall market for 
department store type merchandise, as 
defined by Statistics Canada, is only 7%, 
about the same as the share held by 
Simpsons-Sears. The Company's posi- 
tion, therefore, does not approach market 
dominance, nor does it constitute a threat 
to the continued vigorous competition 
which characterizes the retail industry. 


We shall conduct our merchandising 
activities In three groups: The Bay, 
Simpsons, and Zellers, each operating 
under its own name and management. 
This arrangement should optimize sales 
by preserving the distinct market focus 
and image characteristics of each 
group—its ‘personality’. Each group will 
be responsible for its own profitability and 
development. Co-operatively, we shall 
identify those activities where savings can 
be achieved by combined action for the 
benefit of all. 


We have no plans to dispose of our 
investment in Simpsons-Sears. On the 
other hand, as we do not intend to partici- 
pate in the management of that company, 
we would consider a disposition over the 
medium term, should favourable conditions 
arise. 


Our disposition of Siebens in return 
for amedium-term preferred share invest- 
ment has strengthened the financial 
position of the Company by increasing 
retained earnings, cash flow and current 
profits and by improving balance sheet 
ratios. 


One of the major challenges to 
management during the next few years 
will be to re-position these two major 
investments in Such a way as to achieve 
maximum benefits for the Company and 
its shareholders. 


1978 Results 


Earnings were $44.6 million, or $2.74 
per share, based on the weighted average 
of 16.3 million shares outstanding during 
the year. (There were 23.1 million shares 
outstanding at the year end.) In addition, 
the Company recorded non-recurring 
gains in 1978 of $98.4 million, arising 
principally from the disposition of its 
investment in Siebens. Sales and revenue 
were $1.9 billion. Direct comparisons with 
the previous year are distorted by acquisi- 
tions but, on a comparable basis, with 
acquisitions excluded, sales and revenue 
were up 14.2%, earnings were up 25.1% 
and earnings per share were ahead 
20.8%, aS shown in the table below. 


Effect of Acquisitions Earnings 
Revenue Earnings Per Share 
($ millions) ($ millions) $ 

Excluding Markborough 

and Zellers acquisitions. 1,629.8 37.4 2.56 
Impact of Markborough 

acquisition ~ es} (0.06) 
Impact of Zellers 

acquisition 266.5 Son 0.24 
Fully consolidated 1,896.3 44.6 2.74 


In merchandising, retail profits were 
substantially higher than they were a year 
ago. The Bay retail stores had their best 
year ever, as many newer stores became 
increasingly productive, and expenses 
were well controlled. In addition, this 
year’s merchandising results include the 
earnings, for the last four months of the 
year, of Zellers, which had a highly 
successful Christmas season. 


As the Company did not acquire 
control of Simpsons and its investment in 
Simpsons-Sears until close to the end of 
the year, these acquisitions have not been 
consolidated into 1978 earnings. 


Fur profits were higher as strong de- 
mand pushed fur prices to record levels. 


Improved results from shopping 
centres, and the sale of a one-half interest 
in a large holding of development lands in 
Phoenix, Arizona, resulted in somewhat 
higher earnings from real estate. 
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Improved natural resource earnings 
were attributable to higher crude oil and 
natural gas volumes and prices in 
Siebens Oil & Gas Ltd., and an increase 
in dividends paid by Hudson’s Bay Oil 
and Gas Company Limited. 


Further information on each of these 
areas of activity will be found on the 
following pages. 


Financial 


The Company's effective tax rate 
increased from 33.6% to 371%, princi- 
pally because of the significantly larger 
portion of the Company's earnings from 
its merchandising operations. 


Finance costs increased by 28% 
owing to higher borrowing levels and 
higher short-term interest rates. The 
average borrowing rate increased from 
8.6% to 91%. Cash flow from operations 
was $75.3 million, an increase of 56.1%. 
Additional sources of funds, primarily 
used to finance acquisitions during the 
year, were long-term debt of $50.2 million, 
the issue of ordinary shares for $192.9 
million, and the issue of preferred shares 
for $136.3 million. Proceeds from the sale 
of the Company’s interests in Glenlivet 


Capital Expenditure and Cash Flow 


19 Real Estate 
G9 Merchandising 
—— Cash Flow 
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Distillers Limited and Siebens Oil & Gas 
generated a further $128.8 million. 


The most significant use of funds 
related to the acquisitions of interests in 
Markborough, Zellers, Simpsons and 
Simpsons-Sears which, in aggregate, 
amounted to $463.6 million. Capital 
expenditures increased by 37% to $58.9 
million, of which $46.8 million related to 
merchandising projects, and a further 
$121 million to real estate projects. 


Dividends 


The Company adopted a revised divi- 
dend payment policy and increased its 
dividend rate with the payment of the first 
quarterly dividend of 22¢ per share on 
January 31, 1979. The Board declared a 
quarterly dividend of 27% per share on 
March 16, 1979, payable on April 30, 
1979. The new annual rate of $1.10 per 
share compares with dividends of 69¢ per 
share paid in the 1978 calendar year. At 
40% of 1978 earnings the dividend 
payout is close to but still somewhat 
below the Company's historic norm. 


The Future 


There is no doubt that the outlook for 
your Company has improved dramatically 
during the year, and its prospects can now 
be best perceived from the perspective 
of its recent history. 


When the Company moved from Eng- 
land to establish itself as a Canadian 
company in 1970, it was, in the view of 
most Canadians a western department 
store group that also did business in the 
North. At that time, The Bay operated 
eight downtown department stores and 
nine suburban stores in the major Cana- 
dian cities. Only one downtown store and 
seven of the suburban branches were 
located east of the Manitoba border, and 
the ratio of sales was heavily weighted 
towards the West. In addition, The Bay’s 
sales were predominantly in the down- 
town cores. 


Your Company recognized that its 
merchandising operations would have a 
limited future if that situation were allowed 
to continue. To succeed, it would have 
to tap the rich and expanding markets of 
eastern Canada, develop further in its 
traditional markets and move strongly into 
the growing suburbs. 


This it set out to do. 


—The Company entered the Ottawa 
market in 1971 through the purchase of 
A. J. Freiman Limited. 


— The following year the names of 
both the Freiman operation and Morgan's 
in Montreal, which had been acquired 
earlier, were Changed to The Bay, as part 
of anational market development program. 


—The Company entered the cata- 
logue store business in Ontario by devel- 
oping Shop-Rite from two stores in 1972 
to 63 stores at present. 


—The Bay has pursued an aggres- 
sive retail development program through 
the 1970's, opening one downtown 
and ten suburban department stores In 
three eastern Canadian cities, eight 
suburban department stores In four west- 
ern Canadian cities, and 16 department 
stores in smaller communities across 
Canada. 


Until last year, however, realization of 
one of its principal objectives—to become 
a major retailer in all parts of Canada— 
seemed a discouragingly long time away. 
Then, with two significant acquisitions 
last year, The Bay became what it had 
striven to be—a truly national department 
store organization. 


The outlook for a front-runner is 
necessarily different from that for an also- 
ran. The Company is now a leader. Its ob- 
jectives must be redefined and its responsi- 
bilities re-examined. It must perceive new 
initiatives and develop new strategies upon 
which to build and extend its success. 


Your Company has begun this 
process by establishing a corporate 
management group, comprising: 

D. S. McGiverin, President and Chief 
Executive Officer, 

P. W. Wood, Executive Vice-President, 

T. |. Ronald, Corporate Vice-President, 
Finance, 

D. O. Wood, Corporate Vice-President, 
Systems and Distribution Services, 

J. G. W. Mcintyre, Corporate Vice-Presi- 
dent, Real Estate and Development, 
M.H. MacKenzie, Corporate Vice-Presi- 

dent, Personnel, 
A. R. Huband, Vice-President and 
Secretary. 


C. W. (Wally) Evans has been 
appointed as President, The Bay, with 
responsibility for all Bay and Shop-Rite 
stores and Wholesale operations. 


We are projecting a slightly lower rate 
of increase in consumer spending in 1979. 
Merchandising results will depend largely 
on the success of our three retail groups 
in achieving further increases In produc- 
tivity and efficiency. Natural resource 
returns are expected to improve as a result 
of the Siebens transaction. Real estate 
results will probably be little changed from 
those of 1978. The Company is forecast- 
ing per share earnings for 1979 to be 
somewhat ahead of those of 1978. 


Directors 


Messrs. C. W. Evans and Joseph 
Segal, who head two of the Company's 
three retail groups, were elected to the 
Board in 1979. In addition, Mr. Donald O. 
Wood, Corporate Vice-President, Systems 
and Distribution Services, was elected a 
director in May, 1978. 


Appreciation 


We welcome warmly the new 
employees, shareholders, suppliers and 
customers with whom we became asso- 
ciated during the past year. We express 
Our sincere appreciation to our contin- 
uing employees for their outstanding 
achievements during 1978, and to our 
Customers, suppliers and shareholders 
for their solid Support. We look to the 
future with confidence. 


On behalf of the Board 


G. T. RICHARDSON 
Governor 


D.S. McGIVERIN 
President 


March 16, 1979. 


Simpsons, Limited 


A Brief Description 


Simpsons, Limited had its beginnings 
in 1872, when Robert Simpson opened 
a small dry goods store on the corner of 
Queen and Yonge Streets in Toronto. 
Since then that single store has grown into 
one of the largest department store chains 
in Canada. 


Simpsons operates 21 department 
stores, located in Toronto (8), Montreal 
(5), Halifax/Dartmouth (2), London (2), 
Regina, Ottawa, Windsor, and Kitchener, 
with an aggregate floor area of approxi- 
mately 4% million square feet. Each of 
the stores sells a complete line of depart- 
ment store goods and services, carrying 
a ‘satisfaction or money refunded” guar- 
antee. Contemporary merchandising tech- 
niques are combined with modern and effi- 
cient facilities and fixtures to produce the 
most favourable visual impact and a 
high sales volume. 


Simpsons’ flagship store in down- 
town Toronto, with about one million 
square feet, is a well-known Canadian 
landmark that has been described as 
“truly among the great stores of the world”. 


Simpsons holds significant real 
estate interests in addition to its depart- 
ment stores. The Simpsons Tower adjoin- 
ing the Toronto downtown store contains 
350,000 square feet of office space, ina 
prime location. Simpsons has a share 
interest in anumber of shopping centre 
companies which own the centres where 
it has stores or facilities. 


Simpsons owned a 41% equity 
interest in Simpsons-Sears Limited until 
December 15, 1978, when this holding 
was distributed as a dividend to Simpsons’ 
shareholders. (Hudson’s Bay Company 
Subsequently acquired 88% of the holding 
pursuant to the Simpsons takeover bid 
which was varied to include the dividend, 
and therefore owns a 36% equity in 
Simpsons-Sears Limited.) 


Simpsons-Sears, which was estab- 
lished in 1952 as a joint venture of 
Simpsons, Limited, and Sears, Roebuck 
& Co. of Chicago, is one of Canada’s 
largest retailers of general merchandise, 
operating 63 department stores and 891 


catalogue sales offices across the country. 


1978 Operations 


The fiscal year of Simpsons was 
changed from the end of December, to 
end on January 31, 1979 and, therefore, 
the figures for 1978 cover 56 weeks as 
compared with 52 weeks in the previous 
year. 


Sales for the 56 weeks were $744 
million. To compare with last year, sales 
for the 52 weeks ended January 31, 1979 
were $704 million, an increase of 10.2%. 
Net earning after taxes were $31 million 
(65.9¢ per share) for the 56 weeks of 
1978 compared with $28.1 million (59.7¢ 
per share) for the 52 weeks of 1977. The 
earnings for the 52 weeks ended January 
31, 1979 were substantially the same as 
the 56 weeks and are estimated at $31 
million (66¢ per share). 


Included in earnings figures are 
equity in earnings of Simpsons-Sears 
Limited for the period of part ownership 
of that company, equity in earnings of 
shopping centre companies and extra- 
ordinary net costs relating to the merger 
and takeover activities of 1978. Simpsons 
operations, excluding Simpsons-Sears 
Limited and extraordinary item, earned 
$10.6 million (22.7¢ per share) for the 56 
weeks and $12.3 million (26.3¢ per share) 
for the 52 weeks ended January 31, 1979 
as compared with restated $91 million 
(19.5¢ per share) for the 52 weeks of the 
1977 fiscal year. 


Simpsons opened. its 21st full-line 
department store of 137,000 square feet in 
August of last year in Les Promenades 
St-Bruno, anew large shopping centre on 
the south shore of Montreal. This centre 
also includes stores of The Bay and Eatons. 


Simpsons does not plan to open any 
stores this year, but has major multi- 
million-dollar refurbishing programs in 
progress in its large Toronto downtown 
and Yorkdale stores. 


The bridge crossing Queen Street in 
Toronto and connecting the downtown 
flagship store with the huge Eaton Centre 
is in position, and will be opened officially 
next August. 
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Simpsons store, Scarborough Town Centre, Toronto The Sim ‘ T aT 
pson§ Tower, Toronto, reflecting the 
Old City Hall . 


Zeller’s Limited 


A Brief Description 


Founded in 1931, Zeller’s Limited 
operates a nationwide chain of 155 stores 
across Canada, of which 98 are promo- 
tional department stores in suburban 
shopping centres, and the remaining 57 
are in other shopping centres and in 
downtown locations. The Zellers stores 
sell acomplete assortment of current 
fashion, staple, and seasonal merchan- 
dise. The merchandise is priced to offer 
solid value, and presented to create both 
immediate price impact and an image for 
the stores of lasting price appeal. The 
Company's primary target customer is the 
middie and lower income woman shop- 
per, 25 to 49 years of age, with a family. 
The Company directs its merchandising 
and marketing effort to meeting basic 
family needs in apparel and accessories, 
home products, health and beauty aids, 
convenience merchandise, hard lines 
(including leisure related categories), 
smallwares, and some services. 


Fields Stores Limited, a wholly-owned 
subsidiary of Zeller’s Limited, operates 
a chain of 61 family clothing and 11 junior 
department stores with a strong value ap- 
peal in western Canada. 


Marshall Wells Limited, a wholly- 
owned subsidiary of Fields Stores Limited, 
is a major distributor of hardware in west- 
ern Canada. It sells, through franchised 
dealers, a wide range of hardware and 
consumer goods, including home enter- 
tainment products, major appliances, 
sporting goods and housewares. It also 
operates an industrial division with mod- 
ern distribution facilities in Winnipeg and 
Edmonton, which sells building and 
industrial products and supplies. 


1978 Operations 


Consolidated net earnings from 
operations of Zellers for 1978 amounted 
to $16.7 million, or $1.26 per share, up 
43.7% compared with net earnings from 
operations of $11.6 million or 87¢ per 
share before extraordinary items the year 
before. 


Fields Stores and its subsidiaries 
contributed $94.9 million to consolidated 
sales and $2.1 million to consolidated net 
income for the year. 


Results of Zellers, excluding Fields, 
continued to show strong sales gains with 
sales in 1978 amounting to $554 million, 
an increase of 13.0% over 1977. The 
growth in sales resulted from greater 
depth of assortment, better in-stock posi- 
tion of basic items, and increased empha- 
sis on family apparel, particularly in the 
fourth quarter which is the most profit 
productive quarter of the year. An 
improved sales promotion program, with 
increased emphasis on television and 
greater frequency of circulars, was a fac- 
tor contributing to the increase In sales. 


Zellers’ net earnings for 1978 of 
$14.5 million, excluding Fields’ contribu- 
tion, also showed a significant improve- 
ment, increasing by 45.6% over last year. 
The higher operating earnings resulted 
from improved gross margins and well- 
controlled expenses. Higher advertising 
expenditures, however, were incurred to 
increase customer awareness and to 
develop a strong promotional image. 


Zellers program to refurbish and 
modernize stores, to improve departmen- 
tal layout and merchandise presentation 
is proceeding on schedule. Nine stores 
were completed during the year and all 
have shown significant improvement in 
profit and sales productivity. The program 
will continue into 1979 and ten stores 
have presently been identified for 
modernization. 


One new store was opened during 
the year, in Sussex, New Brunswick in 
November. A more aggressive new store 
opening program has been developed for 
1979 and at this time, five new stores are 
proposed. It is the Company's intention to 
open four or five stores each year. 


Ni 


Zellers Montreal— 


‘North store 


Zellers store, Brentwood Centre, Vancouver 
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Hudsons Bay Company 


Retail and Wholesale Locations 
January 31, 1979 


@ The Bay (269) 
@ Simpsons (21) 
Zellers (155) 
© Wholesale Branches (50) 


Excludes Shop Rite stores in Ontario (63) 
and Fields stores in Western Canada (72) 
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Merchandising 


The principal activities of the 
Company are in Retail, Wholesale and 
Fur merchandising. Earnings from these 
activities before tax and interest were $95 
million in 1978, an increase of 68% over 
the previous year. These earnings include 
the results of Zellers for four months from 
the date of acquisition, but do not include 
any earnings from either Simpsons or 
Simpsons-Sears. Excluding Zellers, 
merchandising earnings were ahead by 
27%. 


Retail— The Bay 


The Bay retail stores had their best 
year ever in 1978, as many of the new 
stores built and the modernization projects 
undertaken within the last few years be- 
came increasingly productive. 


Sales were up 14.4%, rebounding 
strongly from the slump of 1977 (when 
the increase over the previous year was 
only 2.7%, despite an excellent Christmas 
selling season). This year’s sales strength 
reflected an improvement in consumer 
spending attitudes which, in turn, were 
influenced by temporary reductions in 
sales taxes in most provinces. A manage- 
ment decision to increase basic inven- 
tories, thereby placing more goods on dis- 
play, also contributed to the increase. The 
rate of growth of sales increased as the 
year progressed, with the best sales 
growth in the highly important last quarter. 


Regionally, sales were strongest in 
Montreal and British Columbia. In Mon- 
treal, improved merchandising and sales 
promotion programs made a stronger 
impact, and in B.C. higher consumer 
sales reflected an overall recovery in the 
province's resource-based economy. 
Prolonged strikes in the iron ore district of 
Quebec reduced sales in four stores in 
that area. 


Gross profit margins were little 
changed from the previous year. Expenses, 
although higher, were well controlled. As 
a result, a significant portion of the sales 
increase that was in excess of budget 
came through as profit. 


Sales in the Shop-Rite Catalogue 
Stores division increased substantially 
over the previous year, partly as a result of 
the lower margins which prevailed in an 
extremely competitive market. 
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Six new Bay stores were opened 
during 1978 as follows: 
Square feet 


Montreal, St. Bruno 124,000 
Oshawa, Ontario 130,000 
Vancouver, Park Royal 126,000 
Rimouski, Quebec 63,000 
Val d’Or, Quebec 65,000 
Carbonnear, Newfoundland 42,000 


The stores in Oshawa and Vancouver are 
located in extensions to existing 
successful regional shopping centres. 
The other four stores are in new centres. 


At Labrador City, Newfoundland, 
The Bay moved to a new location which, 
at 61,000 square feet, is approximately 
double the size of the former store. A 
small store was opened in the new iron 
ore mining community of Nanisivik on 
Baffin Island in the Northwest Territories. 
Stores at Cape Dorset, Gjoa Haven and 
Coppermine in the Northwest Territories 
and at Rigolet, Newfoundland were 
rebuilt. In addition, 14 small stores were 
increased in size, and two were closed. 


The main floor of the Bloor and 
Yonge store in Toronto was expanded by 
20,000 square feet The program of 
modernizing existing stores continued, 
with major projects being completed at 
Victoria downtown, Winnipeg downtown, 
and Fairview, Toronto. 


The Bay plans to open nine new 
stores in 1979. The three largest will be 
in Coquitlam, our seventh store in the 
Vancouver area, at St. Vital, our third store 
in Winnipeg, and in the Scarborough 
Town Centre, our tenth store in the 
Toronto area. 


The Company continued to rationalize 
and expand financial, travel, car rental, 
and credit services for its customers. 


— Nine Bay financial centres were 
opened in our stores during 1978. These 
are operated by Eaton/Bay Financial 
Services Limited, in which your Company 
has a 38% equity interest. Eaton/Bay 
markets life and general insurance, 
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mutual funds and trust company services, 
primarily to department store customers 
through direct mail and sales counters in 
retail stores. Eaton/Bay broadened its 
operations by acquiring Commerce 
Capital Corporation for $22 million in 
January 1979. Commerce Capital 
provides trust and mortgage services 
from offices across Canada. 


—A joint venture travel company was 
formed with Calladine & Baldry Limited, 
one of Canada’s leading travel agents. 
The new company will operate Bay Travel 
offices in Bay stores from coast to coast. 


— Arrangements were made with 
Hertz Canada under which Hertz car rental 
stations were established in The Bay 
downtown stores in Montreal and Toronto, 
and Bay credit cards will be honoured 
at Hertz locations across Canada. 


— Arrangements were made to accept 
bank credit cards (Master Charge and 
Chargex/Visa) at all Bay stores across 
Canada as a supplement to our own 
credit card system. We believe that most 
customers will continue to want to have 
the total credit facility provided by the 
combination of bank and store credit cards. 


Retail Facilities 
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New Bay store, Oshawa, Ontario 


The Bay’s furniture department, Fairview Mall 
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Entrance to The Bay, Oshawa 
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Wholesale 


The business of Hudson's Bay 
Wholesale continued to grow. Sales were 
ahead by 10.2%. However, earnings 
declined by 8.3%. This was largely due to 
extremely competitive conditions, which 
prevailed in cigarette marketing across 
Canada during 1978. 


New Wholesale branches were 
opened at Yarmouth, Nova Scotia, and 
Kelowna, British Columbia. This brings 
the total of conventional Wholesale 
branches to 37, from which tobacco, 
confectionery, sporting goods, photo- 
graphic supplies, small electricals, 
giftware, and associated items are distrib- 
uted to the retail trade. The Vending 
Division shares 15 of these locations, and 
operates independently at another 13 
locations. 


The Vending Division had a very 
successful year, with sales and profit 
ahead strongly. Most of the initial operat- 
ing problems resulting from the acquisition 
of Amco Services in 1977, have been 
solved, and the Division is well on the way 
to further expansion. The Division sells 
hot and fresh foods, snacks and bever- 
ages, as well as music and entertainment, 
from more than 20,000 machines. Its 
customers are institutions, Such as hospi- 
tals, universities and secondary schools, 
as well as hotels, taverns, and conve- 
nience stores. The Red Carpet coffee 
service, which services offices and insti- 
tutions, continued to grow during 1978. 


The development of the Vending 
Division is part of our overall strategy to 
become less dependent on tobacco 
sales, which historically have accounted 
for about 70% of the sales of Hudson's 
Bay Wholesale. The success of this 
strategy is demonstrated by the fact that 
Our sundry sales, which include sporting 
goods, photographic supplies and 
giftware, increased by 20%, and confec- 
tionery and food sales by 24%. 


A computerized billing and invoicing 
system was installed in the Winnipeg 
branch during 1978. It is the forerunner 
for similar systems soon to be installed in 
larger branches across Canada to provide 
better service for customers at lower cost 
to the Company. 


Fur 


The fashion demand for fur garments 
continued unabated during 1978 In 
Europe and North America. In addition, 
this demand spread to other parts of the 
world, including Japan, which is now an 
important consuming country. The 
increasingly high demand caused an 
international fur shortage before the new 
crop was ready to market. As a result, 
when the new selling Season opened In 
December, 1978, sharply higher prices 
prevailed in virtually all varieties of fur. 
Further increases were recorded in subse- 
quent auctions. 


As well as the auction houses, the 
Company's own collection of wild furs 
benefitted from the rising market, with the 
result that record aggregate profits were 
again achieved. 


The business of Dominion /Soudack 
Fur Sales was acquired as of November 1, 
1978. The integration of this auction 
house into the H B C group will provide 
the Company with an auction house in 
Winnipeg to complement its established 
outlets in Montreal, New York and London. 
This acquisition will ensure improved ser- 
vice to shipper-customers as well as 
buyers. 


The Company has begun a building 
program to consolidate and modernize its 
London auction facilities at Hudson’s Bay 
& Annings Ltd. (69% owned). These new 
facilities are scheduled to be completed 
by the fall of 1980. 
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Real Estate 


Earnings from real estate before 
interest and taxes were $17.8 million, an 
increase of 201% over 1977. The Com- 
pany’s real estate interests (apart from land 
and buildings used in merchandising 
operations) consist principally of a 99.8% 
interest in Markborough Properties 
Limited (Markborough), and whole or 
partial ownership in shopping centres in 
Canada. As mentioned earlier in this 
eport, your Company increased its equity 
nterest in Markborough from 64.3% 
during 1978. 


Markborough 


Markborough has changed its year 
=nd from October 31 to January 31. Net 
earnings for the fifteen months to January 
31, 1979 totalled $5.4 million, compared 
to $3.8 million for the twelve-month period 
ended October 31, 1977. Improved results 
from income properties, and the sale of 
a one-half interest in lands owned by 
Markborough’s Arizona subsidiary, more 
than offset the effect of reduced land 
sales in Ontario, where the housing market 
was depressed. 


Revenue from income properties 
continued to grow, reaching $14.9 million 
for the fifteen-month period. The first 
phase of the shopping facilities in the 
Meadowvale Town Centre, containing 
Canada’s largest Dominion store, opened 
in March 1978. An expansion of this 
centre to 340,000 square feet, gross 
leaseable area, is scheduled for a spring 
construction start. In addition, a 200- 
room hotel, soon to be started and to be 
known as Delta’s Meadowvale Inn, will be 
opened in the summer of 1980. 


The expansion of the United States 
operations in 1978 was highlighted by the 
acquisition of 1,100 acres of land in 
Scottsdale, Arizona. In January 1979 a 
50% interest in these lands was sold to 
Costain Limited, with Markborough 
retaining responsibility for management. 
Development of this Scottsdale project 
should begin in the latter part of 1979. 
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Other substantial land purchases were 
made with local partners in San Diego, 
California and Houston, Texas. In Home- 
stead, Florida, the project known as the 
Villages of Homestead opened with the 
first sales of homes constructed by the 
joint venture, of which Markborough 

is a50% owner and the development 
manager. A sale of all the remaining 
production of single-family and town- 
house lots in the first and second phases 
to a large American housebuilder has 
been negotiated. 


The College Park redevelopment in 
downtown Toronto, 14.2% owned by 
Markborough, moved ahead. Ninety per 
cent of the 320,000 square feet of office 
space was leased and tenants for approx- 
imately 60% of the retail commercial area 
have been found. Leasing of the 210-suite 
apartment tower began recently. 


In Calgary, Alberta, a 120-acre first 
phase of the Woodbine Subdivision has 
been fully serviced and registration of the 
plan is expected to produce the first lot 
sales to builders in the spring. Demand 
for serviced lots in this market is strong. 


While the effects of the Company’s 
expansion program will probably not 
produce significant earnings in the short 
term, profits should be at a reasonably 
satisfactory level in 1979. 


Hudson’s Bay Company Real Estate 


Earnings from real estate holdings 
other than Markborough increased 25% 
to $5.9 million (before interest and tax) for 
1978. The main source of such earnings 
is fifteen shopping centres (four wholly- 
owned, and eleven in which the Company 
has equity). 


The Company strives to keep its 
shopping centres competitive and up-to- 
date through a continuing program of 
expansion and modernization. The most 
recent project is the expansion of Lloyd- 
mall centre in Lloydminster, Alberta, 


which includes a Zellers store, and which 
will open during the summer of 1979. 


The Trizec Corporation has acquired 
a 50% interest in the Southcentre shop- 
ping centre in Calgary, which was formerly 
wholly-owned by the Company. 


Principal Plaza is a major office 
complex now under development on 
Jasper Avenue in Edmonton, and in which 
the Company shares ownership (25%) 
with Campeau Corporation (50%) and 
Edmonton Properties Limited (25%). The 
31-storey prestige office building includes 
retail facilities and is expected to be linked 
to the downtown Bay store through the 
underground pedway system. A parking 
structure to service the complex is being 
built adjacent to the Bay parkade. The 
Principal group of companies will be a 
major tenant, hence the name Principal 
Plaza. Projects such as this increase 
customer traffic for downtown Bay stores 
in addition to being worthwhile long-term 
investments in their own right. 
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Natural Resources 


HBOG gas plant, Caroline, Alberta 


Earnings from natural resources rose to 
$15.3 million in 1978, an increase of 121% 
over 1977. As outlined earlier in this report, 
your Company disposed of one of its two 
principal natural resource investments, 

its 34.6% interest in Siebens Oil & Gas Ltd., 
in January 1979. In return, the Company 
received approximately $123 million in 
preferred shares of Provo Gas Producers 
Limited, a subsidiary of Dome Petroleum. 
The Siebens investment had been acquir- 
ed in 1973 in exchange for the shares of 
Hudson's Bay Company Resources 
Limited, owner of mineral rights in 
western Canada. 


The Company’s share of net earnings 
of Siebens to January 3, 1979, the date of 
sale, was $6.4 million, an increase of 12% 
over the Siebens contribution to 1977 
earnings. In addition, this year’s results 
include accrued preference dividends of 
Provo from date of acquisition, amounting 
to $674,000. 


Dividends received from Hudson’s 
Bay Oil and Gas Company Limited 
(HBOG), the Company’s second principal 
natural resource investment, amounted to 
$6.8 million, up 10.4% from the year 
before. Our share of undistributed HBOG 
earnings for the year (which is not 
included in the reported earnings of HBC) 
increased to $15.7 million, up 6.8% 
from the previous year. 
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Hudson’s Bay Oil and Gas 


In 1978, HBOG recorded improve- 
ments in financial results with higher 
levels of revenues, funds generated from 
operations and net earnings. These finan- 
cial gains were wholly attributable to price 
increases in crude oil and natural gas, as 
production decreased owing to excess 
supply in domestic markets, government 
restrictions on exports and declining pro- 
ductivity in certain fields. The 1978 drilling 
program added natural gas reserves in 
excess of the volumes produced during 
the year, but additions to liquids reserves 
fell short of production. 


Net earnings rose to $106.6 million 
in 1978, an increase of 7.8% from the 
previous year. Net earnings per common 
share were $5.61 compared with $5.22 in 
1977. Funds generated from operations 
advanced 7.8% to $203.6 million or $10.72 
per common share. Common share divi- 
dends totalling $1.70 per share were 
declared during the year, an increase 
of 16 cents per share from 1977. 


Net revenues totalled $393.9 million, 
a gain of 6.6% primarily owing to higher 
product prices. Total expenses, exclusive 
of income taxes, rose 10.9% to $1914 
million, reflecting inflationary cost pres- 
sures and an expanded exploration 
program. 


Production of crude oil averaged 
55,732 barrels per day, a decrease of 
3,706 barrels per day from last year. The 
largest part of this decrease occurred in 
Indonesia where natural decline caused a 
drop in production. Production of natural 
gas liquids dropped 2,308 barrels per day 
to average 19,142 barrels per day for 1978. 
This decrease was primarily attributable 
to the temporary curtailment of opera- 
tions resulting from a fire at a gas plant. 
Sales of natural gas of 377.3 million cubic 
feet per day were 7.7% below that of the 
previous year, largely because of the signi- 
ficant increase in productive capacity that 
has developed in Alberta during a period 
of relatively flat market demand. 


During 1978, capital expenditures 
and exploration expenses totalled $165.5 
million, of which $6.9 million were reim- 
bursed by the Alberta Government 
through exploration incentive credits. The 
resulting net outlay by the Company was 
$158.6 million, an increase of $28 million 
over comparable expenditures in 1977. 


Expenditures for exploration, develop- 
ment and other activities are expected 
to increase 25% to about $185 million 
in 1979. 


Hudson’s Bay Company 


Consolidated Statement of Earnings 


Year Ended January 31, 1979 


This year Last Year 
Sales and revenue (Note 5) $ $ 
Merchandising 
Retalligeemer re Wea eres eee Ber eT 1,432,712,000 1,019,831,000 
VMI OlOSAl Cenc eee tn tewnonmte eons wy emit 356,967,000 323,810,000 
CR ar ee eet aa Se nae ee ieee eee we Ser Gr eee hen Shee ne: 42,568,000 34,059,000 
1,832,247,000 1,377,700,000 
RG alRESTAIC Mee sen eae PhO ae ete ne Ge tees ee 48,712,000 36,004 000 
NatuiralineSOURGESa pean erent ae ree ee: 15,343,000 13,686,000 
1,896,302,000 1,427,390,000 
Costs and expenses (Note 6) 
NIG RCT all CIS IG Glee arene as Any wet eR eee, ote alien 1,737,268,000 1,321,018,000 
Realtestateal atte ack es ee 30,870,000 21,148,000 
Intevest.omlong=tenm Gebta Ge: ae asa ste tec as ss 41,421,000 34,813,000 
INGiSim@lmeweleaniMueSe 5. ssa, o4nanevundnnoee 6,447,000 PISS OOO) 


1,816,006,000 1,379,517,000 


Earnings before income taxes, minority 


interest and extraordinary items............ 80,296,000 47 873,000 
Income taxes (Note 5)...................04. 29,757,000 16,095,000 
Earnings before minority interest and 

extraordinary items...................... 50,539,000 31,773,000 
Minority-Interest. 2.) aac oe ee was 5,894,000 1,897,000 
Earnings before extraordinary items.......... 44,645,000 29,881,000 
Gain on sale of investments (Note 7).......... 98,367,000 - 
Net-earnings: set) ae ero as eae c 143,012,000 29,881 ,000 
Earnings per share: 

Earnings before extraordinary items: 5 .-2..... $2.74 $2.12 

NELCAIMINOSt: eae tae earn emer e etna coun ___ $8.79 $2.12 
Consolidated statement of Retained Earnings 
Year Ended January 31, 1979 

This Year Last Year 
$ S 
Retained earnings at beginning of year........ 231,340,000 210,640,000 
Netearmings ten tun ou set nee re es pe 143,012,000 29 689000 
Dividends paid <5 is,.cciaca. sere eins 8 cain os — (16,111,000) (9,181,000) 


Retained earnings atendofyear............. 358,241,000 TE 340,000 
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Hudson’s Bay Company 


Consolidated Balance Sheet 
January 31, 1979 


This Year Last Year 
Current assets $ $ 
Gash o Shi seer hee See Mee ea Ne a es See aS ie ee 6,478,000 5,854,000 
Short-term securities at market value............ 4,740,000 7,623,000 
ACCOWNLSTECEIVaD Cine era tena ann nr rae 594,623,000 267,803,000 
MeéerchandiSelinVemOnleSirma lara aen nnn nar 553,231,000 PMNS TNSLOOC 
Prepaid 6xpenSes7ies.t-s peice eee ane arn eee 15,841,000 4,926,000 


1,174,913,000 501,919,000 


Property for sale and future development, at cost 125,392,000 95,675,000 
Secured receivables (Note 8)................ 26,001,000 24,851,000 
Investments (Note 9). 3c ee eb ee eee oe 396,796,000 68,456,000 
Fixed assets 
Sand? Al COSt Feta ee reo eee Oe he. 106,032,000 34,934 000 
BuildinGSsat.COS tet argent: cre cenieee a a0 Mets Pree cen haar 372,265,000 257,074,000 
Equipment and leasehold improvements, at cost... 240,961,000 148,653,000 
719,258,000 440,661,000 
Less accumulated depreciation................ 143,490,000 127,830,000 
575,768,000 312,831,000 
Deferred chargeS 4.02.55 5:5 see 2). eo eee 10,385,000 7,898,000 
Goodwill 23.34.50 oe, eee ewe Mae 61,541,000 22.244 ,000 
2,370,796,000 1,033,847,000 


On Behalf of the Board: 


Bee, S 
Lae Director 
Zhe 
f LISA Director 


This Year Last Year 
Current liabilities $ S 
Bank INnGGDteEdMESS..2 3.9. eee asec iw ee . 189,606,000 46,634,000 
INGIES PAV ADCs min cetci cena Oikos Pod tiene 214,348,000 24,837,000 
Accounts payable and accrued expenses........ 344,553,000 137,226,000 
InGometaxes DaVable Sami smeemeie 42 ee oe ee 14,062,000 5,822,000 
Long-term debt due within one year ............ 39,779,000 5,422,000 
802,348,000 219,941,000 
Long-term debt. (Note10) (=... 2. 6 eae os 685,325,000 466,200,000 
Pensions (NOE ian oe eee ee eee 37,557,000 5,128,000 
Deferredincometaxes..................... 54,937,000 45,306,000 
Minority interestin subsidiaries ............. 58,505,000 21,308,000 
Shareholders’ equity 
Capital stock (Note 12) 
$1.80 Cumulative Redeemable Preferred shares. . 136,329,000 -- 
Ordinary shares without parvalue............ 237,554,000 44,624,000 
373,883,000 44,624,000 
Retained: CarminGSs msdutctcs iad) A Geh\e ben ce an 358,241,000 231,340,000 
732,124,000 275,964,000 


2,370,796,000 


1,033,847 ,000 
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Hudson’s Bay Company 
Consolidated Statement of Assets Employed 
January 31, 1979 


This Year Last Year 
e 
Merchandising $ $ 
INVENTORIES: ae 8s oo Cerra ter aerate re tee 553,231,000 PWS TNO 
AGCCOUNISMECEIVElO Cie mesa ee teaser enn nmr anaes 579,687,000 255,160,000 
Accounts payable ite enero eee eee (333,042,000) (127,539,000) 
@thencunrentassetsiam Cleese yaaa aes ee 12,162,000 5,814,000 
Working:capital Seeibelow)ae ante aen ait ceeet aiereacs: 812,038,000 349,148,000 
Fixediassets ites an near eee Wnt IS aaa ee 474,303,000 222,058,000 
INVESTIMENIS YS <6 ee Nee en ee eee 231,003,000 23,960,000 
Othemassels ts & anc weet te See he eeeeera 12,048,000 11572006 
PENSIONS suet geese ey ae ers etme (37,557,000) (5,128,000) — 
(GOOG WHI ewes is eee, Dn ae a Ue ot dee eeead Une 30,215,000 - 
Deferred income taxeS 2 Aah a. She pers See (26,519,000) (21,149,000) 
1,495,531,000 580,461,000 
Real estate 
Working capital (deficiency) (seebelow)........... (1,154,000) 2,100,000 
Property for sale and future development ........ 125,392,000 95,675,000 
Fixed assets and investments: 
SHOPPING CeNntieS ets ee eae eee ete ere. 61,827,000 55,010,000 
COMmimercials. <1 weet ta on eae ae ee. eee 59,711,000 41,198,000 
Residentialie te" Ss chee wi teeter. Be 12,310,000 9,466,000 
Secured TEGEINADIES Sia waste wearin eee wena 22,709,000 20,044,000 
ONGk ASSIS Ai an eet, kek ae ener, a eae ne 1,629,000 1,133,00G 
GOOG Will ER eaters eee eae Reran eet ae 31,326,000 22,217,000 
Delered Income taxeSi erase oes tee eee (28,418,000) (24,157,000) 
285,332,000 222,686,000 
Natural resources 
Hudson's Bay Oil and Gas Company Limited ..... 10,095,000 10,095,000 
Siebens: Oil csGasik ic aera ae eae eee ee - 19,500,000 
OVO (GES |AOGWOeS LIMMNSC! non cab een cacuce 123,989,000 = 
134,084,000 29,595,000 
Assets employed «6 io5 5 eae Bo 2 1,914,947,000 832,742,000 
Provided from 
Long-tertyv debi se tae ronan aes eenecee ere ee 685,325,000 466,200,000 
Short-term borrowings, net (see below) ........... 438,993,000 69,270,000 
1,124,318,000 535,470,000 
Minority interest ireSsubsidianieS an) 7's sae eas 58,505,000 21,308,000 
Shareholders’ equity 
Preferred Shares: oie ote ee eee 136,329,000 _ 
Ordinary shares 5. ee ee 237,554,000 44 624,000 
Retained earnings: 2 see eran een eee 358,241,000 231,340,000 
732,124,000 275,964,000 
1,914,947,000 832,742,000 


Working capital is shown before deduction of short-term borrowings, net—which comprises bank borrowings, 


short-term notes payable and current portion of long-term debt, less short-term securities. 


Hudson’s Bay Company 


Consolidated Statement of Changes in Financial Position 


Year Ended January 31, 1979 


This Year Last Year 
Source of Funds $ S 
Earnings before minority interest and 
SxtaeManyalemiS. ca: ee. pe wea ok ere ieee 50,539,000 31,778,000 
ltems not affecting working capital 
Equity in undistributed earnings of affiliates 
AMCIOUN VOMMUMNCG ean eves emia Ahoy we ea ee (7,656,000) (5,035,000) 
Depreciation and amortization............... 22,804,000 17,366,000 
Defenrearnincome:taxeSa- aa eee ae 9,625,000 4,100,000 
MONACO! (ONT OVONSVEMNOMS 2 so ce co enon uesoae 75,312,000 48,209,000 
Issue of OvaGinany Smares= aman ur wsyeee ele eer ies 192,930,000 842,000 
Issue of preferredshares................ ee ye 136,329,000 = 
Proceeds from sale of investments.............. 128,836,000 = 
Col sroekel (age ler, favs. Sur, snot cn uit amanse gue cree cRa oee 50,197,000 77,062,000 
Exercise of Markborough Properties 
LIUUMELCINWIM IMS; cd ooo cc a oo oe ann odo ue - 4,156,000 — 
Decrease in secured receivables............... - 6,974,000 
OUNERINVESTIMENIS se cae ves tae sens ca aie ane o Mubews s - 1,284,000 
587,760,000 1:34 °371,000 
Use of Funds 
Capital expenditures: 
USIRCLATEY pVONS I @IOMRP A coho ery ease nag acn tee oe re 46,793,000 36,399,000 
Rea LeStalean sch, uae e an et ware na nano Ay: 12,122,000 6,676,000 
Property for sale and future development—net..... 25,491,000 17,658,000 
Acquisitions: 
SIMPSOMS ge LOC semen mara ween ei nist meee 144,322,000 _ 
AEE SEMAMUGC lnk OS bas SS Ae oa Oo 75,787,000 _ 
Markborough Properties Limited ............. 40,532,000 ~ 
Investments: 
SIMPSOMS-SCATS: LIMINGG mn wank: Giant onde ye 202,913,000 - 
PROMO (CES Proclear Liameel, 5 5 ce 123,316,000 -- 
Eaton/Bay Financial Services Limited......... 1,812,000 16,042,000 
Qin ieceat e ee en eee ae ae aa a 9,071,000 _ 
Reduction Of lOnG-iermGebiy t, Jeane wees sane 7 46,682,000 11,678,000 
Dividends: 
Ordinary -shrarenOldels wre usi sae Sic 2 eyes ees 16,111,000 9,181,000 
Minonity-sharenOlders: aa. We. 25 Giles aidee 5 oe as 838,000 716,000 
Increase in secured receivables................ 1,150,000 _ 
DCTOMeCICWANOSS ae ta tas cu tate so, Rose dane ta Pace 2c 2,125,000 2,349,000 
(UEC Cite ia a eee Aten cx RUE wfc has eee TAZ 3,296,000 (273,000) 
752,361,000 100,426,000 
(164,601,000) 33,945,000 
Working capital acquired on purchase 
ofsubsidiaries: 6 ints. a ls ww eS 255,188,000 — 
Increase in working capital................. 90,587,000 33,945,000 
Working capital at beginning ofyear.......... 281,978,000 248,033,000 
Working capital atendofyear............... 372,565,000 281,978,000 
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Hudson’s Bay Company 
Notes to the Consolidated Financial Statements 


Year Ended January 31, 1979 


1. Significant Accounting Policies 
These consolidated financial statements are prepared in conformity with accounting principles 
generally accepted in Canada taking into consideration events occurring between January 31, 
1979 and March 16, 1979, the date of their approval by the Board of Directors. The significant 
policies are Summarized below: 


a) The consolidated financial statements include Hudson's Bay Company and all its subsidiary 
companies. 


b) The Company follows the equity method in accounting for its investments in joint ventures and in 
companies in which the Company's ownership interest is substantial (where shares carrying more 
than 20% of the voting rights are held free of contractual provisions which might reduce the 
Company's shareholdings below such 20% interest) and the Company is able to elect a significant 
proportion of the Board of Directors of the investee company. Under the equity method, 
investments are recorded at cost plus the Company’s equity in undistributed earnings since 
acquisition. Investments in other companies are accounted for at cost with dividends being 
reflected in earnings when received with respect to common shares and non-cumulative preferred 
shares and as accrued in the case of cumulative preferred shares. 


c) The accounts of the U.S. and U.K. subsidiaries are translated into Canadian dollars at approxi- 
mately the exchange rates prevailing at balance sheet dates. 


d) Interest and real estate taxes are capitalized to the extent that they relate to properties which are 
either held for sale or development or are under construction. The amount so capitalized in the 
current year includes Interest of $7,382,000 (last year $5,569,000). 


e) Earnings per share calculations are based on the weighted average number of shares outstanding 
during the year. 


f) In accordance with recognized industry practice, merchandise accounts receivable classified as 
Current assets include customer instalment accounts of which a portion will not become due 
within one year. 


g) Merchandise inventories are valued at the lower of cost and net realizable value less normal profit 
margins with cost determined on a first-in, first-out basis. 


h) Buildings (other than income properties), equipment and leasehold improvements are depre- 
ciated, using the straight-line method, at rates which will fully depreciate the assets over their 
estimated useful lives. The depreciation rates applicable to the various classes of assets are as 


follows: 
BUCHMOB els ool eS oe ehe oo a eZ 2- 5% 
SOVWNOMAMSIMs 5 «So og 50 4 eee 28 ae 17-20% 
Leaseholdimprovements.... . 3-10% 


Buildings held for the purpose of producing rental income are depreciated on a 3% 40-year 
sinking fund basis. Under this method the depreciation charged against earnings is an amount 
which Increases annually and comprises a predetermined fixed sum and 3% compound interest, 
which together will fully depreciate each building over its estimated useful life. 


i) Deferred charges principally comprise debenture discount and expense which is amortized on the 
straight-line method over the terms of the issues to which it relates. The amortization is included 
with interest on long-term debt in the consolidated statement of earnings. 


j) Goodwill comprises the unamortized balance of the excess of the cost to the Company over the 
fair value of its interest in the identifiable net assets of Markborough Properties Limited and 
Zeller’s Limited at the respective dates of acquisition. 


The goodwill which relates to acquisitions subsequent to 1973, $39,324,000, all of which arose in 
the year ended January 31, 1979, is being amortized on the straight-line method over a period of 
forty years. 


kK) Current pension costs, substantially all of which arise under trusteed pension plans, are charged 
to operations. The costs of plan improvements are charged to operations over reasonable periods 
as they are funded. 
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2. SIMPSONS, LIMITED (‘Simpsons’) 


Under the terms of an offer dated November 27, 1978 and a variation to that offer dated December 
15, 1978, the Company acquired 41,542,767 common shares (88.3%) of Simpsons on the basis of 
one ordinary share and .2825 preferred shares series A for each eight common shares of 
Simpsons, Limited. The total consideration, including cash paid for fractional shares and costs of 
acquisition, was $144,322 000. 


This transaction has been accounted for by the purchase method and the assets and liabilities of 
Simpsons as at January 31, 1979 are included in the consolidated balance sheet of the Company. 
The operating results of Simpsons will be consolidated with effect from February 1, 1979. The cost 
of acquisition has been allocated as follows: 


$ 
Netiassetsof Simpsonsratwanuviany 3, 1979) atloookvalliGn. . ane ae ee 138,703,000 
ARON WA MSUMEVENM . cS oe oe wk geo ee eG Opec ob au wo bene u bee eopaeouer (16,228,000) 
Adjustment to fair value for equity acquired in net assets of Simpsons.......... 21,847,000 
Cost, beingithe talinvalueionconsiderationpaid el)... en o.4e eee ee 144,322,000 
Represented by: $ 
AME NTO GIGS te ues Aes at aes Me TY MOCO pra i, Beate er aan ae wae a genre 119,319,000 
ACE OUMISTECE Walel Caprey ere Somer thet Mtn once yn ea a Aa ge eee 207,638,000 
AVG SUSI ay cat Nee cee aa Mee ap tN eRe MI he POO Ae ey hoe WS Bice cere eX Se 8,619,000 
BIXGGASSEIStas Cpe aa ee Rete Forte ok te aa Pee ater ee die eee eke een nae 190,269,000 
OUVEVASSC IS) Ee te cree We Sa MIU Soe ert oR, Ce og a eg ete Rat 5,124,000 
ONGe BISAGROLCION — Sragcant tt ohaetic cet yobn) Shit oe Parma Duet Ment oe Pree eae ay a eee ec (170,080,000) 
PENSIOMCEIGAtO SRA Ar rata hy rene mare ta.) Setcne a ACh A cena msn tcl nae (32,500,000) 
OUHeniabilitiGSes Pita ae pecan Ske eee Sew ee Pn Miele Rr ty Re ARS oe (173,125,000) 
Deferredincomeilaxesion ese eee ns sy ahem nn ee eee ie 5,286,000 
ASTON AMAVTIMMMEN SMa hog cus foc AG ch Gee bled 6 oe ONS PRE Cs Caren a te een eraeL a ees (16,228,000) 


144,322,000 


. ZELLER’S LIMITED (“Zellers’’) 


Under the terms of an offer to purchase dated August 30, 1978, the Company acquired 7,474,588 
common shares of Zellers on the basis of $16.50 plus one ordinary share of Hudson's Bay 
Company for four common shares of Zellers. After accounting for fractions of shares the 
acquisition was satisfied by cash payments totalling $30,846,000 and the issuance of 1,868,097 
ordinary shares. Other acquisition costs amounted to $775,000. This acquisition, together with 
27,850 common shares purchased for cash, brings the total interest to 571% of the outstanding 
common shares held by persons other than subsidiaries of Zellers. 

This transaction has been accounted for by the purchase method. The assets, liabilities and 
operating results of Zellers have been consolidated with effect from October 1, 1978. The cost of 
acquisition has been allocated as follows: 


S) 
Net assets of Zellers at September 30, 1978, atbook value ................... 81,142,000 
MOM MES SMUMEVENN sc 56 acco toneeadadoo vow cmon & ee oo ean Oosoe OOO) 
Excess of cost over fair value of net tangible assets at September 30,1978........ 30,469,000 
GOSt, LEVON) MSHI VENUS @H COMSCENMENNON [Sal oa po ee ee son oe eo 75,787,000 
Represented by: 
AECOUMSMES CIVEGLO] Cowen teat aee ait tiae arden «kee IMEL a Ab bhg smn NS eNom ah on ete 46,551,000 
VERO CSPaa eas eet Bee RR ork ars Coe Pht hey! BO a el Ok COA ye, aie 150,852,000 
BME CASSIUS Pace emer a ve ear rea ek rs ara ing re ia arin eens Cr ee haar? Fae 33,854 000 
@ihewasselsvann Acs, Sa eke ee te cay nae eau gt eh ile eee ee 10,860,000 
BOM GSTS ii COUR Ayaka nan a een eae ee are eh Send c, let, ae anen ee en ee (45,530,000) 
@Oldnreiecleiiteste ion wwew cess Ae eos aa a Pi ge eRe NCL cemrmeeans Se Mce ee Mee (110,512,000) 
MEferreciMOOMeAXGSranede waar aear tacckce eae ivan: Ae ea pee Boome cee! car Renae vee (4,933,000) 
MIM OGICVANCTOS Letryr vara aca Recents Shae hac ates Lani icc iets liane reg iserteman tes (35,824 000) 
COO CW ees ata tae Nien Oe AA orto OU inte eR Renee A Wa eae BA oo Tom, 30,469,000 


_ 75,787,000 


auf. 
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4. MARKBOROUGH PROPERTIES LIMITED (“Markborough”) 


At January 31, 1978 the Company owned 2,573,002 common shares (64.3%) of Markborough. 
Under the terms of an offer to purchase dated June 30, 1978, the Company acquired a further 
1,854,474 shares. This acquisition was satisfied by the issuance of one ordinary share of Hudson’s 
Bay Company for one common share of Markborough. The cost of 119,000 Markborough warrants 
previously held by the Company ($1,309,000) and other acquisition costs of $176,000 have been 
treated as a part of the total cost of the acquisition. This acquisition, together with 4,963 common 
shares subsequently purchased for cash, brings the total interest in Markborough at January 31, 
1979 to 99.8%. 


The aggregate cost of these purchases of additional shares of Markborough has been allocated as 
follows: 


d 
AX eXO (UKE UONA MA ALMOLTEN, MAES Mn) IMMEUAIOOROWIGIN 5.5 oo ee oc eee ee see one seas 24,565,000 
Adjustments of carrying values: 
Propentyionsalean a nUtuiredevel© Oil nila meme eiea iter eta ttre atte mtr aan eae 4,226,000 
INCOMEIDFOPETLIOS 2% sree A RaNeRE A tee ne elas ee tee va von eee er 1,200,000 
OMH@EaSSets. ox fx. Meee RR da Bs le cas heer Se ten er a Se el 1,314,000 
GOOCWI ie iia tiie! Pa netne tad ges ean eee pete foes eat a ey ac ea ne 9,227,000 
Costabeingutihne tal; Valucioireonsideration) Dal mi sae nein enn 40,532,000 


. INVESTMENT INCOME 


Investment income, accounted for under the policy set out in note 1 b), is included in revenue. The 
Company’s equity in the pretax income of companies and joint ventures accounted for under the 
equity accounting method amounts to $15,062,000 (last year $9,817,000) and the related income 
taxes of $4,798,000 (last year $2,837,000) are included within the consolidated income tax charge. 
Dividends received from other companies amount to $7,489,000 (last year $6,277,000). 


. DEPRECIATION 
. Expenses include depreciation provided in accordance with the policy outlined in note 1 h) as 


follows: on merchandising assets $19,871,000 (last year $15,287,000); on real estate assets 
$1,430,000 (last year $1,186,000). 


. GAIN ON SALE OF INVESTMENTS 


The gain of $98,367,000 is after deducting income taxes of $3,128,000 and results from the sale of 
investments in Siebens Oil & Gas Ltd. and The Glenlivet Distillers Limited. 


. SECURED RECEIVABLES 


Secured receivables include mortgages which arise principally from land transactions and loans 
outstanding under the employee share purchase plan. They bear interest at an average rate of 
8.4%. 


$ 
Total’secured recelVableSre ae aracaeacs micsuspeke ast spk ack er eae ae er ny ee 30,431,000 
Less amounts due within one year classified as accounts receivable ........... 4,430,000 


26,001,000 


Maturities during the five years ending January 31, 1984 are as follows: 1980—$4,430,000; 
1981—$5,404,000; 1982—$353,000; 1983—$5,560,000; 1984 $436,000. 


Under certain conditions, the amounts due may be paid prior to maturity. 


9. INVESTMENTS 
Investments comprise the following: 


This Year Last Year 

$ $ 

SHMOISOMSHSS2NS LINING! oo sown ope oaugsanccunoes 202,913,000 - 
Eaton/Bay Financial Services Limited............... 18,810,000 16,237,000 
Hudson’s Bay Oiland Gas Company Limited.......... 10,095,000 10,095,000 

PIOVO GaAs POwlwicerSiinhieel . 2 oo ba eon nee nvesean 28h Sill Oe - 
SHBOSMS CUA GEGILICh oa cc ec eke o enone acnunuvae 19,500,000 
QTDSI@ yatines Seon eaten re ae hin he eu hs anny ean ete eh. 41,662,000 22,624,000 
396,796,000 68,456,000 


a) Simpsons-Sears Limited (‘“Sears’’) 


Between December 27, 1978 and January 10, 1979, the Company acquired 27,206,334 Class B 
shares of Sears at a total cost, comprising preferred shares Series A of Hudson's Bay Company 
and cash, of $202,913,000. This investment, which will be accounted for by the equity accounting 
method from February 1, 1979, represents 88.3% of the total Class B shares, 441% of the total 
voting shares and 35.7% of all outstanding shares of Sears. 


Per Share 
$ ) 
Investment 
NICO SUS aey ee Race eee MRR eM ees eet Me She Sa Ae Sn 7.46 202,913,000 
At underlying Sears book value January 31,1979....... See 155,700,000 
At quoted market The Toronto Stock Exchange 
Fe URIOEMANE HIS ISIC) ese ooh oho sere og Giciea: cont icer eet ae ee 8.37 222,/17,000 


b) Eaton/Bay Financial Services Limited (“E/ BFS”) 


On October 5, 1977, the Company acquired 531,619 common shares (34.7%) of E/BFS at a total 
cost of $16,042,000. The investment was subsequently increased to 581,752 common shares 
(38.0%) at an incremental cost of $1,812,000. This investment is accounted for by the equity 
accounting method. 


c) Hudson's Bay Oil and Gas Company Limited (‘H.B.O.G"’) 


The investment in H.B.O.G., carried at cost, consists of 4,008,656 common shares of which 
2,083,334 have been placed in escrow with The Royal Trust Company pursuant to the Trust 
Indenture providing for the Company's $100 million principal amount of 6% exchangeable 
subordinated debentures. 


Per Share 
$ $ 
Investment 
COSI a ee a en one Les oa a 21Oe 10,095,000 
At underlying H.B.O.G. book value December 31,1978 . . 25.43 101,630,000 
At quoted market The Toronto Stock Exchange 
JETRUEIAR CH TOTS oo oe > ps0 teghomnie 5 Gann han ee see are Dolo 223,483,000 


The common shares of H.B.O.G. are held 52.8% by Continental Oil Company, 211% by the 
Company and 26.1% by approximately 7,500 other shareholders. 


d) Provo Gas Producers Limited (‘‘Provo"’) 


The investment in Provo, recorded at cost, consists of 4,110,516 preferred shares, Series B, and a 
further 4,110,517 preferred shares, Series C, of that Company. The Series B and Series C shares 
were issued by Provo and acquired by the Company on January 3, 1979. These preferred shares 
will be exchangeable for equivalent preferred shares of Dome Petroleum Limited, Provo's parent, in 
mid 1979 at the option of either the Company or Dome Petroleum Limited. The two series of 
preferred shares carry dividends of 7% and 7.25%, respectively, and are retractable in whole or in 
part at the Company's option at the end of each three and five year period, respectively. 


(ae) 
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e) Siebens Oil & Gas Ltd. (“Siebens”’) 


The investment in Siebens represented 34.6% of the total issued common shares of that company. 
The investment was accounted for under the equity method until it was sold in January 1979. 


f) Other 


Other investments, primarily joint ventures, include merchandising interests and commercial, 
industrial and residential real estate interests accounted for by the equity accounting method and 


carried at $32,889,000 (last year $21,299,000). 


10. LONG-TERM DEBT 


Secured on Property 
Hudson's Bay Company Properties Limited 
5%% first mortgage bonds series A due 1990....... 
72% first mortgage bonds series B due 1991....... 
11%2% first mortgage bonds’series © due 1995... .. .- 
9%%% first mortgage bonds series D due 1997....... 
10% first mortgage bonds series E due 1998....... 


Hudson's Bay Company Developments Limited 
Mortgages 9.9% average repayable by instalments 
{O'2O0025 Aer DUTTA We eS SAO Sera ae eee dae bare 


Hudson's Bay Company Properties (Quebec) Limited 
Mortgages 10.0% average repayable by instalments 
UO! 1S SOMERS 7a lea 9 prince? ek Boe er Brean Wh ores Bar 


Markborough Properties Limited 
82% sinking fund debentures due 1983 ........... 
Mortgages and obligations on property for sale and 
future development 10.8% average repayable by 
INEM MS UCHLI om esas ofc odie op vo aw od oud y oc 
Mortgages on income properties 9.7% average 
KIDEWElONS [OW NMSKENNNEIMNS WO ZOO4, 2 oan cee genes 
Fields Stores Limited 
MontGageloamcAr onc Um OS 2a nin nen en arn neni een 


Secured on Accounts Receivable 


Hudson's Bay Company Acceptance Limited 
6% debentures seriesA due1980 ............. 
5%% debentures series B due 1983 ............. 
934% debentures series C due1989 ............. 
8%% debentures series D due 1991 ............. 
84% debentures series E due 1993.............. 
10%% debentures series F due 1996.............. 


Simpsons Acceptance Company Limited 
6% debentures seriesB due1981 .............. 
5%% debentures series C due1982.............. 
5%% debentures series D due 1984 .............. 
6%% debentures series E due1986............... 
8%% debentures series F due 1992............... 
8%% debentures seriesGdue1992.............. 
9%% debentures series H due 1997 .............. 


This Year Last Year 
$ $ 
10,205,000 11,045,000 
6,870,000 7,272,000 
31,500,000 32,375,000 
41,000,000 45,000,000 

32,434,000 - 
15, 11S OOO 15,494 000 
220,000 1,002,000 
7,000,000 8,500,000 
39,239,000 40,469,000 
46,943 000 31,746,000 
614,000 — 
231,138,000 192,903,000 
10,000,000 10,000,000 
10,000,000 10,000,000 
18,719,000 18,719,000 
20,000,000 20,000,000 
20,000,000 20,000,000 
35,000,000 35,000,000 
15,000,000 _ 
10,000,000 - 
10,000,000 — 
10,000,000 - 
10,000,000 - 
15,000,000 - 
25,000,000 — 
208,719,000 113,719,000 


Secured by Floating Charge on assets of subsidiaries 


Zeller’s Limited 
5%% sinking fund debentures series B due 1982... 
7% _ sinking fund debentures series C due 1986... 
10%% sinking fund debentures series 1974 due 1994 


Marshall Wells Limited 
7%2% sinking fund debentures series A due 1982... 


Secured by Various Assets of Fields Stores Limited 
Bank loan at prevailing bank rate (12% 
JanUany al, 1979) plus 4%sdule 1980.25.55 5.0.. 


Unsecured or guaranteed by certain subsidiaries 
Hudson's Bay Company 
O47 Senles © Noes CUE Oy Ooemraa ech c las eee on 
WOVAGG OWS CUS WSIS) pc cnc ec ope eave ata 


Simpsons, Limited 
5%2% debentures series C due 1979 ............ 
5% % debentures series D due 1984 ............ 
534% debentures series E due 1985............. 
62% debentures series F due 1987............. 
9%2% debentures series Gdue 1989 ............ 
8%% debentures seriesH due 1993 ............. 
9%% debentures series|due1994............. 
11%% debentures series J due1995............. 


Subordinated 
Hudson's Bay Company 
6% exchangeable debentures due 1993, 
Sinking tune commencing 1984. fn .e san eee. 
Zeller’s Limited 
5%2% convertible Subordinated debentures 
SEHES VOW CWE WS oo eocunebegerdag00n000 


Amounts due within one year 


2,356,000 
3,524,000 
13,569,000 


| 981 OG 


20,980,000 


16,947,000 


30,000,000 
35,000,000 


50,000 
4,978,000 
6,443,000 
6,537,000 
8,420,000 

18,129,000 
11,459,000 
20,364,000 


30,000,000 
35,000,000 


141,380,000 


65,000,000 


100,000,000 


5,940,000 


100,000,000 


105,940,000 


100,000,000 


725,104,000 


GSE} OOO} 


471,622,000 
(5,422,000) 


685,325,000 


466,200,000 


Maturities and redemption and sinking fund requirements during the five years ending 
January 31, 1984 are as follows: 1980—$39,779,000; 1981—$38,502,000; 1982—$82,811,000: 


1983—$25,259,000; 1984—$28, 545,000. 


The holders of the Hudson's Bay Company Acceptance Limited 94% debentures will have the 


right to be prepaid in 1980. 


The holders of Hudson's Bay Company 6% exchangeable subordinated debentures have the right 
to exchange such debentures for outstanding common shares of Hudson's Bay Oil and Gas 
Company Limited at an exchange price of $48 per share at any time prior to maturity. 


The majority of the long-term debt is subject to redemption at the option of the issuers at various 
times or under certain conditions. For the most part redemption earlier than within three or four 
years of maturity of the securities would require the payment of redemption premiums. 
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11. 


12. 


13. 


PENSIONS 

Based on actuarial valuations as at the end of 1977, the unfunded liabilities for past service under 
pension plans are estimated to aggregate approximately $42,700,000 at January 31, 1979 
(January 31, 1978 $10,500,000), of which $37,557,000 (last year $5,128,000) has been provided for 
in the consolidated balance sheet. The increase during the year is primarily attributable to the 
inclusion of the liability for the pension plan of Simpsons, Limited at January 31, 1979. (See note 2). 
Funding payments are expected to extinguish substantially all of the unfunded liabilities over the 
next twelve years. 


CAPITAL STOCK 


At a Special General Meeting of the Shareholders held on December 13, 1978, the Company was 
continued under the Canada Business Corporations Act and, in accordance with the articles of 
continuance, the authorized classes of shares were stated to consist of ordinary shares without 
nominal or par value and preferred shares without nominal or par value. A maximum of 11,750,000 
of the preferred shares have been designated as $1.80 cumulative redeemable preferred shares 
series A. 


Number 
of Shares $ 
$1.80 cumulative redeemable preferred shares 

series A (stated capital $22.50 each) 
Issued in partial payment for common shares 

of Simpsons, Limited and Class B shares of 

SHMMOSOMS=-SSCUSTLITMHEG Sn capac ace sco consuas 6,059,067 136,329,000 

Ordinary Shares 

Issued and outstanding at January 31,1977............ 1470955593 43,782,000 
Issued under employee share purchase plan 

inthe Vvearended anialhhyiGian OVC manent tren men eee SINS 842,000 
Issued and outstanding at January 31, 1978............ 14,154,768 44,624,000 
Issued in the year ended January 31, 1979: 

Under employee share purchase plan’. = 35. .:.5.5.. 25,265 468,000 

In payment for common shares 

of Markborough Properties Limited............... 1,854,474 38,944,000 
In partial payment for common shares of Zeller’s Limited 1,868,097 43,900,000 
In partial payment for common shares 
elmeiina seein ENMU oo cc obo bos auodn aon uo dns 5,189,004 109,618,000 

Issued and outstanding at January 31,1979............ 23,091,608 237,554,000 


JOINT VENTURE OPERATIONS 


The Company’s share of real estate joint venture operations accounted for by the equity method is 
summarized as follows: 


This Year Last Year 
Assets $ S 
ACCOUNTS TeCelVablee ena ak) ae ee ene 10,888,000 5,070,000 
Property for sale and future development ............. 42,498,000 26,553,000 
FIX6GiASSCIS. 2 i usb cscurees clean, ete en 124,839,000 74,756,000 


178,225,000 106,379,000 


Liabilities and Equity 


Bankindepiedness, 6. cc on nung hele a en 21,549,000 16,138,000 
Accounts:payabley as ssc 1 cic). Ge aaa ae ee 18,566,000 6,271,000 
LONG=Lenmnaebt 2 Gs. aces ors soe ieee ee 109,700,000 70,415,000 

149,815,000 92,824,000 
Investment in real estate jointventures ............... 28,410,000 13,555,000 


178,225,000 106,379,000 


14. 


ilo: 


16. 


This Year Last Year 


Revenue and Earnings $ $ 
GIOSSTOVENUE! Se at nena cowie ache ek puta le een 20,416,000 15,470,000 
IRETESUR avy oy to Meets ee MEM ee ye Bataan to cae 6,554,000 4,323,000 
DSPreClalOUbe ae ect ee tae oe ee ene Sere ee 1,402,000 821,000 
WIhEReXPENSESiy teat oe cee eon Leas Ge paneer gee ests 7,883,000 8,711,000 
Pretax earnings from real estate joint ventures.......... 4,577,000 1,615,000 


COMMITMENTS AND CONTINGENCIES 


Minimum annual rentals under major property leases amount to approximately $40,000,000 for 
which the remaining average term is 17 years. 


The Company has commitments, along with others, relating to its investments in certain shopping 
centre companies and joint ventures. In the event that the Company had to meet any of these 
commitments it would have a claim on the assets of the applicable development. The value of 
the assets of each development exceeds the related contingent commitment. 


DIRECTORS AND OFFICERS 

The aggregate remuneration paid by the Company and its subsidiaries to its directors and senior 
officers, as defined in The Ontario Securities Act, amounted to $1,337,000 during the year ended 
January 31, 1979. 


Loans due from officers of the Company at January 31, 1979, principally in respect of the share 
purchase plan, amounted to $796,000 (last year $829,000). 


EVENT SUBSEQUENT TO YEAR END 

Under an aggrement dated February 7, 1979 between Hudson's Bay Company and a group of 
underwriters led by Morgan Stanley International Limited, Hudson's Bay Company sold to the 
underwriters on February 22, 1979 U.S. $50,000,000 principal amount of 10% Debentures due 
1994 for the sum of U.S. $49,500,000. 


Auditors’ Report to the Shareholders 


We have examined the consolidated balance sheet and the consolidated statement of assets 
employed of Hudson's Bay Company as at January 31, 1979 and the consolidated statements of 
earnings, retained earnings and changes in financial position for the year then ended. For 
Hudson's Bay Company and for those other companies of which we are the auditors and which 
are consolidated or are accounted for by the equity method in these financial statements, our 
examination was made in accordance with generally accepted auditing standards, and accord- 
ingly included such tests and other procedures as we considered necessary in the circumstances. 
For Markborough Properties Limited and Simpsons, Limited which are consolidated and for other 
companies accounted for by the equity method in these financial statements, we have relied on 
the reports of the auditors who have examined their financial statements for their respective latest 
fiscal years, and have obtained such other supporting evidence as we considered necessary in the 
circumstances. 


In our opinion, these consolidated financial statements present fairly the financial position of 
Hudson's Bay Company as at January 31, 1979 and the results of its operations and the changes in 
its financial position for the year then ended in accordance with generally accepted accounting 
principles applied on a basis consistent with that of the preceding year. 


Toronto, Canada os oR CAE, ¥ < 


March 16, 1979 Chartered Accountants 
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Hudson’s Bay Company 


Ten Year Consolidated Financial Summary 


1978 1977 
Results for year ($000’s) Sales and revenue 
Retail= The Bay: hs. Sa Bae eee ee 1,166,230 1,019,831 
=Zellers v3. 3 ee eee eee eee 266,482 _ 
Wholesale (70h 6 Senn re ee ee 356,967 323,810 
FURS OE Ss Je Se See on Oe ea eer Re ae 42,568 34,059 
Mercnandising (2.2. Se heseesnt ees ye eee ne eee 1,832,247 Wen 1, AO: 
Réaliestate Lo i) Sie Bs eae eee 48,712 36,004 
NaturaliveSOUCeS: .cstaes ae eh ae Cas een eat one 15,343 13,686 
1,896,302 1,427,390 
Furiconsignmentsales etc Baie. eee. stem) an er 329,773 283,000 
Source of earnings 
Retail :wsidsaciieacsoest sca tieyhteden tenia del ties eke rac 2 aes 76,495 40,912 
WholeSale:s bist tet het ie eee een ee aPC ee age 7,392 8,064 
FUP. «2 4.0: eae A Sore ae ae eh 11,092 7,706 
Merchandising.y teint sae ee recent: nen... 94,979 56,682 
Real estatene car =a ee ee eee re ew og eee 17,842 14,856 
Natural TeSOUICES Ry ienive eee ree tae ty iea a 15,343 13,686 
Interest.onvong-lenidebin cs ere ey ee (41,421) (34,813) 
Net sShort-terin IMC (6S tates uremic eee (6,447) (2,538) 
Earnings before income taxes and minority interest. . 80,296 47,873 
Income taxes 214... Pees ee ee Been ee 29,757 16,095 
Earnings before minority wteresig ast en a 50,539 CRW AAs) 
Minority interest: astray re ee ee ake 5,894 1,897 
Net CarminGSy clea ae) longs ee en ene ee ee eee 44,645 29,881 
Dividends ogc. << Sc a ere 16,111 9,181 
Earnings retained 3\5. ce iain ieee eee een am 28,534 20,700 
Cash flow es jan) ae eee ee eee ee 75,312 48,209 
Capital expendituresiay knees tae ae eee 58,915 43,075 
Depreciation. \.) 4iscc 28s fee ee ee ee 21,301 16,473 
Year end financial position ($000’s) Merehamdisingic Ae tics © Gunmen ee eee anna ee 1,495,531 580,461 
FREAl CSTELC use tion a. cn plea par eee ean Renee acento ae 285,332 222,686 
Natural reSOUNCES:) 34 kin. fice arian etter eee nee 134,084 29,595 
ASSetS. EMpPIOVEC ts VL eee ek ea eee 1,914,947 832,742 
Debt, hs Oe eee SD a 1,124,318 535,470 
Minority Interest..0 6 eae) eee) a ee ee eee 58,505 21,308 
shareholders” COUITY.< han te a. dae eee 732,124 275,964 
Per share results (Dollars) NGC GANGS seat tices met aksce Heese sae en al aca 2.74 cele 
DIVMIGCNGS Wieignat. os edeaey 4 ney eee gare ee ee 91 .65 
Shareholders equity: 225.7) catenin ween anne 25.80 19:50 
Including equity in undistributed earnings of H.B.O.G. 
NGL GCAGNINOS Wr circu ye eee Cy Pa eae eae 3.71 3.16 
SNarEGOIGErS -CUUILYs aq.q hones ye eee rer ee 29.76 24.86 
Shareholders and employees Number of ordinary shareholders ............... 30,600 20,870 
Ordinary shares outstanding (000’s)............. 23,092 145155 
Range mishare pice (Dollars). 2 ay fae eee 24%2-17% 19%-14% 
NUMDENGLSMpIOVESS ee hea tae hea ee 42,000 20,000 


Note: Where appropriate, figures have been restated and extraordinary items have been excluded for the purpose of comparability. 
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1976 1975 1974 1973 1972 1971 1970 1969 
992,575 892,766 780,854 641,063 538,989 440,685 406,096 393,556 
263,461 231,995 190,875 153,456 126,414 111,612 102,788 91,312 

26,987 Dies 22,304 21,190 15,475 13,565 10,172 12,787 
1,283,023 1,145,939 994,033 815,709 680,878 565,862 519,056 497 655 
52,945 32,174 17,852 4,294 862 = = - 

10,480 8,020 6,308 5,853 5,485 4,927 4,410 4,193 

‘1,346,448 1,186,133 1,018,193 _ 825,856 __ 687,225 _570,789 ~ 523,466 _ 501,848 

244 344 185,252 175,661 167,250 131,666 109,238 ee 92,258 
34,922 34,868 32,308 27,666 23,738 19,225 17,929 20,319 
7,622 6,897 5,808 4,051 3,316 8187 2,668 2,361 
__ 6,286 ___ 4,537 ol) ___ 4,968 ___ 2,993 eee ____ 328 ___ 1,033 
48,830 46,302 42,835 36,685 30,047 24,903 20,925 orale 
23,207 14,615 10,313 2,191 715 e x - 
10,480 8,020 6,308 5,852 5,485 4,927 4,410 4,193 
(28,097) (24,161) (19,202) (11,714) (7,464) (6,907) (5,525) (3,503) 
(5,346) (2,508) (5,291) 254 (1,404) 188 (109) (614) 
49,074 42,268 34,963 33,268 27,379 es 19,701 23,789 
21,184 18,548 15,514 15,158 11,725 9,798 8,729 10,832 
27,890 23,720 19,449 18,110 15,654 ieee 10,972 12,957 
3,080 1,716 1,029 446 = = = eS 
24,810 22,004 18,420 17,664 15,654 13,313 10,972 12,957 
8,391 8,362 8,286 7,661 7,048 7,048 6,828 6,980 
16,419 13,642 10,134 10,003 8,606 6,265 4,144 5,977 
47,645 42,760 34,010 29,795 25,507 Da eer 18,207 20,419 
38,163 29,586 41,715 56,588 27,282 17,849 11,124 14,039 
14,598 13,157 11,485 9,314 7,607 6,342 5,963 6,966 
505,857 445,564 451,201 378,913 308,929 PITA 246,665 235,013 
208,179 163,793 156,791 137,794 7,630 5,127 2,069 1,635 
23,881 20,142 17,763 16,305 10,095 10,095 10,095 10,095 
TSE 629,499 625,755 533,012 326,654 287,933 258,829 246,743 
463,473 375,184 387,187 306,543 130,219 100,478 78,696 69,871 
20,022 17,973 16,618 16,180 754 380 a Es 
254,422 236 342 221,950 210,289 195,681 187,075 180,133 176,872 
ies 1.58 ee 1.29 1.16 98 81 96 
60 60 60 56 52 52 50 51 
18.05 16.90 15.93 15.23 14.44 13.80 13.29 13.05 
2.55 2.28 1.94 1.67 1.39 Tees 96 1.09 
22.36 20.46 18.81 17.51 16.38 15.13 14.43 14.04 
21,861 22,806 24,036 24,474 24,880 25,558 28,945 32,142 
14,096 13,985 13,936 13,809 13,553 13,553 13,553 13,553 
20% —13 V2 18%—141%4 20-9% 22% —15 21%-16% 20-14% 22-11%. 254-17 
20,000 20,000 20,000 18,000 17,000 16,000 15,000 
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Condensed Financial Statements— Simpsons and Zellers 


Simpsons, Limited 


Operating results for the fiscal year 


Netsales andirevenuies 2 an oetereeees ee 
Gosisand expenses outst aek eene oe 
Earnings before income taxes............. 
INCOME TAXES? ing Sata tee een he oe eer eee 
Earnings before equity earnings........... 
Equity in net earnings of shopping centres 
Earnings from on-going operations......... 
Equity in net earnings of Simpsons-Sears Limited 
Net earnings from operations* ............ 


PER SHAM irk ec cutee eet een Snir ne 


Financial position at fiscal year-end 


This Year 
$ 
Current assets ..... 334,863,000 
Investments and 
@themassetS.. 2... 4. 10,113,000 
Fixed assets, net... . 150,316,000 
495,292,000 


Zeller’s Limited 


Operating results for the fiscal year 


INGESAIES GNGIKEVEMUCS er. 4 cg as we ee. Kak vans sae ed eee 
ROSS ANG EXPOSES 25k wri, we hctecutie ek x be oe een ee 
Pairings DElOTEIICOMe 1aXCS 5.22 oa, ek A oe te tay eer 
HAC OMIG TAXCS Me ot te, ame Goss jo ad a as cee AY Wis ea uwr ie oe ee 


Financial position at fiscal year-end 


This Year 
$ 
Current assets ..... 229,436,000 
Fixed assets, net... . 33,303,000 
262,739,000 


*Excludes extraordinary items 
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56 Weeks 52 Weeks 52 Weeks 
ended ended ended 
Jan. 31, 1979 Jan. 31, 1979 Jan. 4, 1978 
(unaudited) 
$ $ $ 
ee ate Be Be) eee 749,597,000 708,654,000 642,946,000 
le bs Sebel ane eae > Mok bs cane 735,513,000 691,008,000 630,078,000 
ee Ue eae 14,084,000 17,646,000 12,868,000 
Pde s. SUDO GAR yt bee. Same 4,975,000 6,827,000 4,785,000 
Lad SAREE ee 9,109,000 10,819,000 8,083,000 
ee ee rs 1,530,000 1,530,000 1,058,000 
ere frat eee Nee 10,639,000 12,349,000 9,141,000 
sight pa eee 21,769,000 20,105,000 18,560,000 
sacl fa oe raed. re Cian 32,408,000 32,454,000 27,/01,000- 
5 hs icheadt Soa REE aa ae oe A $0.69 $0.69 $0.59 
Last Year This Year Last Year 
> $ > 
298,424 000 Current liabilities... ..... 173,124,000 120,043,000 
Long-termdebt......... 170,080,000 195,780,000 
Deferred income taxes ... 13,384,000 13,908,000 
179,419,000 356,588,000 329,731,000 
Gapitalsiocksaau staat oe 36,872,000 36,533,000 
147,451,000 Retained earnings....... 101,832,000 259,030,000 
625,294,000 495,292,000 625,294,000 
This Year Last Year 
$ $ 
649,149,000 586,010,000 
620,167,000 566,470,000 
28,982,000 19,540,000 
12,299,000 7,932,000 
16,683,000 11,608,000 
$1.26 $0.87 
Last Year This Year Last Year 
$ $ $ 
194,604,000 Current liabilities... 2.0... 123,558,000 97,284,000 
Long-term debt......... 42,556,000 47,754,000 
Deferred income taxes .. . 5,057,000 5,059,000 
171,171,000 150,097,000 
Cabpital’StocKk= a eee 9,085,000 9,223,000 
33,858,000 Retained earnings. ...... 82,483,000 69,142,000 
228,462,000 262,739,000 228,462,000 


Corporate Information 


Registered Office 
Hudson's Bay House, 77 Main Street, 
Winnipeg, Manitoba R38C 2R1 


Corporate Office 
2 Bloor Street East, 
Toronto, Ontario M4W 3H7 


Principal Bankers 

Canadian Imperial Bank of Commerce 
Bank of Montreal 

The Royal Bank of Canada 


Registrars and Transfer Agents 


The Royal Trust Company, Calgary, Montreal, 


Toronto, Vancouver and Winnipeg 
Williams & Glyn’s Registrars Limited, London 


Stock Exchange Listings 

Ordinary shares—London, Montreal, Toronto 
and Winnipeg 

Preferred shares—Montreal, Toronto 
and Winnipeg 


Auditors 
Peat, Marwick, Mitchell & Co. 


Real Estate Holdings 


Principal Investments 


Merchandising 


Simpsons-Sears Limited 

Operates department stores and catalogue 
offices throughout Canada 

27,206,334 common shares (35.7%) 


The G. W. Robinson Company, Limited 
Operates department stores in 

Hamilton—St. Catharines— Niagara area 
108,178 common shares (27%) 


Eaton/Bay Financial Services Limited 
Markets financial services 
581,752 common shares (38%) 


Natural Resources 
Hudson's Bay Oil and Gas Company Ltd. 


Petroleum exploration and production 
4,008,656 common shares (21.1%) 


Provo Gas Producers Limited 
Wholly-owned subsidiary of 

Dome Petroleum Limited 
$123,316,000 preferred shares 


Hudson’s Bay Company 


ie SOO OMICCONMCS: @ ms. se a. 
4 office/commercial buildings ..... 


Net Interest 


Re ee ee ea cee ene ol 2,668,000 sq. ft. 


490,000 sq. ft. 


Simpsons, Limited 


Sr SHOOPING CENUES. (2 eG sa me 
iho) piers 6,01) (Ol (ate hea tate nee area tome areas 


etree Ae gin tess OA ee oe i iie,000 ses {t. 


S50 00O"sa Il 


Markborough Properties Limited 


TESTO ODING.CENNeSs 29) 24 aus ee 
AO iCe OUMNCIIGS ae aah ed ee ahs. eee 
TOUS Treat OGIO Ss 0s eaten ete: 
ZR CL | SX tea. Wien Migs cynls ea a 
Ss apariment buildings. .........+. 


493,000 sq. ft. 
602,000 sq. ft. 
57 1O0OISG. It. 
286 rooms 
583 suites 


Markborough also owns land for residential development 


Principal Subsidiary Companies 


(wholly-owned unless otherwise indicated) 


Incorporated in Canada 


Hudson's Bay Company Acceptance Limited 
Purchases accounts receivable 


Hudson’s Bay Company Developments Limited 
Hudson's Bay Company Properties Limited 


Hudson's Bay Company Properties (Quebec) 
Limited 


Property owning companies 

Markborough Properties Limited (99.8%) 
Markland Properties, Inc. 
Markborough California, Inc. 


Markborough Texas Inc. 
Property development companies 


Simpsons, Limited (88.3%) 


Holding company 
The Robert Simpson Company Limited 
The Robert Simpson Montreal Limited 


The Robert Simpson Eastern, Limited 
Department store companies 


Simpsons Acceptance Company Limited 
Purchases accounts receivable 


Zeller’s Limited (571 %) 
Operates department stores 


Fields Stores Limited 
Operates family clothing stores 


Marshall Wells Limited 
Distributes hardware 
Incorporated in the United States 


Hudson's Bay Company Fur 
Sales Incorporated 


Fur brokers 
Incorporated in England 


Hudson's Bay and Annings Limited (59%) 
Fur brokers 


Hudson’s Bay Company 


Board 


lan A. Barclay 
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Chairman of the Board, 

British Columbia Forest Products Limited 
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President, Gagnon et Belanger Inc. 
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Company Director 
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Hudson's Bay Company 
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London, England 
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McGregor Travel Co. Ltd. 


Alexander J. Macintosh « 
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Partner, Blake, Cassels & Graydon 


W. Donald C. Mackenzie @ 
Calgary 

President, 

W. D. C. Mackenzie Consultants Ltd. 


* Member of Executive Committee 
# Member of Audit Committee 


Allan M. McGavin @ 
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Chairman of the Board. 
McGavin Foods Limited 


Donald S. McGiverin * 
Toronto 
President, Hudson's Bay Company 


Dawn R. McKeag 

Winnipeg 

Company Director 

John H. Moore * 

London, Ontario 

Chairman & Chief Executive Officer, 
Brascan Limited 


George T. Richardson * @ 

Winnipeg 

President, James Richardson & Sons, Limited 
Joseph Segal 

Vancouver 

Chairman of the Board, 

Zeller’s Limited 


The Rt. Hon. Lord Trend 
Oxford, England 
Rector, Lincoln College 


Donald O. Wood 

Toronto 

Corporate Vice-President, Systems and 
Distribution Services, Hudson's Bay Company 


Peter W. Wood x 
Toronto 

Executive Vice-President, 
Hudson's Bay Company 


Officers 
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Governor 

Alexander J. Macintosh 
Deputy Governor 


Donald S. McGiverin 

President 

Peter W. Wood 

Executive Vice-President 

Malcolm H. MacKenzie 
Corporate Vice-President, Personnel 
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Systems and Distribution Services 


Louis J. Henry 
Vice-President, Furs 
A. Rolph Huband 


Vice-President and Secretary 


Peter F.S. Nobbs 
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Operating Groups 
and Principal Subsidiaries 


THE BAY 
Senior Management 


C. W. (Wally) Evans 

President, The Bay 

Al A. Guglielmin 

General Manager, Department Stores 
J. Evan Church 

Vice-President, Merchandising, The Bay 
Arthur A. Adamic 
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Hal L. Spelliscy 
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J. Blair Bustard 
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D. Keith McConnell 
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General Manager, Food Services 
Marvin E. Tiller 

General Manager, National Stores Department 
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Dwane B. Byers 
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Hugh M. Dwan 
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William F. Thompson 
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Hudson's Bay Distillers Limited 


SIMPSONS 
Board 
Thomas J. Bell 


Chairman of the Board, 

Abitibi Paper Company Limited 

Betty Kennedy Burton 
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Edgar G. Burton 

President, Simpsons, Limited 

G. Allan Burton 

Chairman of the Board, Simpsons, Limited 
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Vice-President, Finance, Simpsons, Limited 
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Executive Vice-President, Hudson's Bay Company 


Officers 
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Chairman of the Board 
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Vice-President, Personnel 
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Donald N. Byers 

Partner, Byers, Casgrain, McNally, 
Dingle, Benn & Lefebvre 

R. Ross Craig 
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The Company— 
A Brief Description 


THE COMPANY TODAY 


Merchandising. Approximately 600 
stores in three retail groups, THE BAY, 
SIMPSONS, and ZELLERS, serve the 
diversified needs of Canadians from 
Newfoundland to the Yukon and from the 
Arctic Islands to the United States border. 
The Bay is strongly represented in ten of 
Canada’s important cities and is the lead- 
ing retailer throughout the Canadian 
North. Shop-Rite catalogue stores are 
located in Ontario. Simpsons operates 
full-line department stores in eight major 
cities. Zellers operates promotional 
department stores and variety stores 
across Canada and Fields family 
clothing stores in the western provinces. 
HUDSON’S BAY WHOLESALE distributes 
giftwares, confectionery and tobacco 
products through a network of branches 
located from coast to coast. The 
Company's famous blankets and spirits 
are sold throughout Canada, 


The Company maintains its tradi- 
tional interest in fur, with auction houses 
in Montreal, New York, London and 
Winnipeg. 


Natural Resources. The Company has 
two principal natural resource invest- 
ments. HUDSON’S BAY OIL AND GAS 
COMPANY LIMITED, 211% owned, was 
formed in the 1920's as a joint venture 
between H B C and Continental Oil 
Company, and is today one of Canada’s 
leading exploration and production 
companies. Most of its Current production 
of oil and natural gas is from the province 
of Alberta. Exploration rights are owned in 
Canada and many other countries. 


The second investment, in preferred 
shares of a subsidiary company of DOME 
PETROLEUM LIMITED, is the result of 
the disposition in 1979 of a 35% equity 
interest in Siebens Oil & Gas Ltd. 
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Real Estate. The Company’s real estate 
interests consist principally of whole or 
partial ownership of shopping centres 
and commercial buildings in Canadian 
cities, in addition to ownership of 
MARKBOROUGH PROPERTIES LIMITED. 
Markborough is a Canadian property 
development company with substantial 
holdings of residential, commercial 

and industrial properties located in the 
Toronto area and in other Canadian 

and United States cities. 


Personnel. In its various activities, 
including Simpsons and Zellers, the 
Company employs over 40,000 people. 


HISTORY 


Incorporation. King Charles || granted 
on May 2, 1670 to 18 Adventurers a 
Charter incorporating them as The 
Governor and Company of Adventurers of 
England trading into Hudson's Bay. This 
followed the successful voyage of the 
ketch “Nonsuch,’ with Des Groseilliers 
aboard, to Hudson Bay to trade for furs. 


In 1970, three hundred years after its 
incorporation, the Company was contin- 
ued as a Canadian corporation andthe | 
headquarters were transferred from the 
United Kingdom to Canada. 


Competition. During the first century of 
the Company's existence the men on 
the Bay established forts, traded with the 
Indians and were involved in wars with 
the French. 


As competition from the Montreal- 
based North West Company increased in 
the 1770’s, the Company moved into the 
interior and gradually built a network of 
routes and forts spread out over the north 
and west. The two rival companies amal- 
gamated under the Hudson’s Bay 
Company name in 1821. 


Deed of Surrender. |n 1870, by Deed 

of Surrender, the Company’s chartered 
territory was formally transferred to the 
Government of Canada in return for farm 
lands in the prairie provinces which were 
sold to settlers during the next 85 years. 


Following the Deed of Surrender the 
Company turned its attention to the retail 
trade, which is now its most important 
activity. 


Twentieth Century. The Company built 
downtown department stores in each of 
the major cities of western Canada (1913- 
1968), co-founded Hudson’s Bay Oil and 
Gas Company Limited (1926), acquired 
Henry Morgan & Co. Limited (1960), A. J. 
Freiman Limited (1971), 35% of Siebens 
Oil & Gas Ltd. (1973), acquired control of 
Markborough Properties Limited (1978), 
Simpsons, Limited (1978), Zeller’s Limited 
(1978), and disposed of its Siebens 
investment (1979). 
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